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having just convened, I
find it quite timely to be with you today to
consider the three subjects of tax reform, conformity
of tax and financial accounting, and regulation of tax
return preparers
All of these are matters of significance to the nation
as a whole, as well as of specific interest to those who
work in the tax field.
In studying a nation’s past, historians find that a
very useful source of material is the record of the
country’s tax policies. The tax-levying and tax-collec
tion processes of ancient Rome, for example, were a
key element in its sway over much of the known
world. And of course the tax system was a basic part
of the mercantilist policy on which the strength and
wealth of the British Empire rested for so long.
Taxes reflect political and social as well as economic
attitudes. In our country the poll tax, the tax on voters
which prevailed widely in early days—and in some
of the states until just a few years ago—was a reflec
tion of the widely held view that the franchise should
be restricted to people of property.
It’s fairly easy to draw conclusions about the beliefs
and goals of a people through a study of their tax
laws when the taxes are relatively simple and their
effects readily apparent. But it isn’t so simple a task
when taxes have become complex, as they are today.
Nevertheless, one can speculate on what our tax laws
tell us about prevailing American attitudes toward
such basic things as marriage, children and the home.
While many persons would say there is no such
thing as a national policy regarding these matters, the
fact is there are tax policies that tend to encourage
one mode of life over another. Until recently, for
example, income tax law favored the married over
the single taxpayer. Then, in a modification of this
position, Congress voted to equalize the rates between
the married and the single. In doing so, it inadvert
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ently created a situation that in some cases actually
favors couples living together without benefit of wed
lock over those who have taken the marriage vows.
To what extent taxes should be used for social or
political purposes can be debated. But it’s obvious
that in trying to achieve social or political ends, taxes
can be a most attractive carrot and, alternatively, a
most effective stick. In efforts to change conditions
in our society, the tool closest to hand is often the tax
structure. Thus it is used to encourage the hiring of
the disadvantaged, the installation of equipment that
alleviates air and water pollution, the improvement of
rundown urban areas and the stimulation of foreign
trade. Conversely, some taxes discourage activities
considered undesirable, such as smoking and drinking.
Using taxes for such purposes adds tremendously
to the complexity of tax laws, and there are people
who maintain that the major emphasis in formulating
tax legislation should be on the collection of revenue
alone.

of the last Congress,
Chairman Wilbur Mills of the House Ways and
Means Committee indicated that his Committee would
hold hearings on tax reform early this year. I hope
that these hearings will be fruitful and result in legis
lation that will truly simplify our tax system while
providing a proper measure of equity for all tax
payers.
A dispassionate weighing of such proposals as are
put before the new Congress will be facilitated by
an awareness of the factors that underlie the idea
of tax reform:
First, there is the strong belief among some tax
reformers that, even with the changes brought about
by the 1969 act, the present Code does not achieve
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the principle that those with like amounts of income
should pay like amounts of tax.
Second, there is considerable questioning of the
distribution of income and wealth in this country
and a desire to make the disparities less extreme. A
recent study by the Department of Labor indicates
that, contrary to popular belief, there has been a
slight but persistent trend toward increasing inequality
in the percentage distribution of income over the
past few years as well as a widening of differences in
absolute dollar terms.
Third, it is asserted that additional revenues are
needed to close or reduce the huge budget deficits,
to expand certain Government spending programs
without adding to the tax burden of middle and
lower income groups, and to fund revenue sharing.
Fourth, there is the hope of tax simplification.
Although I think some things could be done toward
this end, expecting too much on this score could lead
only to disappointment, for history shows that, in
general, it is very difficult to make tax laws equitable
and simple at the same time.

of the Internal Revenue
Code to accomplish any purpose is "tax reform”,
whether the objective is administrative improvement,
revenue, equity, or social or economic policy. The
current vogue, however, is to associate the term with
the closing of so-called "tax loopholes.” Now, the
true meaning of the term "loophole” is an advantage
gained through inadvertence or oversight. But the
word is used most often to denigrate provisions of
the Code which were well considered and carefully
drafted in the first place and which, in many instances,
have been re-examined and re-affirmed on one or
more occasions since.
One of the biggest fallacies fostered by loose use
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of the word "loophole” is the idea that the tax reduc
tions resulting from various provisions would be
available as additional revenue if the "loopholes”
were closed. But it should be clear to anyone who
thinks about the matter a moment that taxpayers
would not conduct their financial and commercial
affairs in the same manner following a significant
change in our tax structure. Thus, the presumed addi
tions to revenue could be largely illusory.
I have some personal views on certain aspects of
tax reform that are, up for consideration by the Ways
and Means Committee and the Treasury Department.
For example:
• Tax rates for individuals are too high. I believe
some of the complexity in tax laws could be removed
by a lowering of tax rates, with the resulting reduc
tion in government revenue made up by eliminating
many present deductions, exemptions, and exclusions.
I personally favor the approach, though not all the
details, contained in a Treasury "brainstorm” memo
randum which would establish a rate structure sub
stantially lower than the present 14% to 70%.
• While the distinction between capital gains and
ordinary income is appropriate under the present rate
structure in order to stimulate continued investment
in our country’s economy, this distinction could be
modified materially if tax rates were substantially
reduced.
• The estate and gift tax provisions of the Code
should be overhauled. No effective reform in this
area has taken place in many years. One proposal I
would favor would replace the current dual arrange
ment of an estate tax system and a separate gift tax
with a single transfer tax.
• Finally, reforms are badly needed in the area
of employee benefit plans. I believe legislation should
be enacted to establish uniform vesting standards for
employee retirement plans and greater disclosure to

potential beneficiaries of investment activities of
employee benefit trust funds. I favor also equal treat
ment of plans for self-employed individuals and those
for employees of corporations.

LET ME NOW TURN to my second topic—conformity
of tax and financial accounting.
To the extent that any tax reform proposals involve
the relationship of tax accounting to accounting for
financial reporting purposes, I would hope that the
current, flexible Treasury approach to the question
will prevail.

In 1970 the thinking at the Treasury was that an
accounting method ought to be used for tax purposes
only if the same method were used for financial re
porting purposes. This has become known as the
"financial statement eligibility test.” The Treasury’s
justification of this position ran along these lines:

• The determinations of taxable income and of
income for financial statement purposes are both based
on common information, and both have the common
objective that the income from transactions be clearly
reflected.
• Selective mandatory conformity would make
dual determinations of income unnecessary and would
result in major administrative simplification.
• Selective mandatory conformity would achieve
greater certainty and uniformity in determining tax
liability (fewer "Schedule M” adjustments), thereby
reducing the effort and cost of tax compliance.
• A financial statement eligibility test would be
appropriate from the 1970 Treasury point of view
where (a) only one accounting method for a particu
lar type of transaction had been specified by the
accounting profession as appropriate for use in finan
cial reports; or (b) the test was considered necessary

to protect against loss of revenue; or (c) a taxpayer
applied to Treasury for permission to change an
accounting method.

The institute’s response to these Treasury ideas
was expressed in a resolution adopted in October,
1971, by our Board of Directors. In essence, the
resolution stated that there should be greater con
formity of tax accounting to generally accepted ac
counting principles, but that this should not be
achieved by any requirement that use of an account
ing method for reports to creditors, stockholders and
others be a prerequisite to its use for tax accounting.
The Institute’s Board feels that a financial statement
eligibility test might be applied inequitably among
taxpayers, that it could be a deterrent to desirable
changes in accounting principles and that it could
encourage less desirable accounting alternatives.
As I said, we are encouraged by what appears to
be the current Treasury posture on the conformity
issue. Remarks by Frederic W. Hickman, Assistant
Secretary of the Treasury for Tax Policy, make it
appear that an inflexible application of the financial
statement eligibility test will not be pursued. It fur
ther appears that Treasury-sponsored requirements
for conformity of tax and financial accounting in the
future will be designed to permit evolutionary changes
in generally accepted accounting principles and in
financial reporting requirements. I believe the ac
counting profession can work constructively with the
Treasury under such ground rules.

Turning NOW TO my third topic, namely, that of
tax return preparers, the Institute feels strongly
that the IRS must crack down on those individuals
who are incompetent or unethical, and on improprie

ties in the advertising of some commercial preparers.
This, I believe, is essential to protect the public and
to preserve the integrity of our tax system.
Let me add, however, that in weeding out incom
petent and unethical tax return preparers, care must
be taken not to cast a pall of uncertainty over the
professional tax return preparers who are serving the
public well.
Earlier this year the Institute presented its recom
mendations for regulation of tax return preparers
before a panel of the House Government Operations
Committee. The main point was that tax return
preparers should be required to list with the IRS by
June 30 of each year the name, address and identi
fication number of each taxpayer for whom a return
has been prepared. In this way the IRS would be
able to identify all returns prepared by a particular
individual or firm and could thus determine whether
the returns were done in a competent manner or
whether a pattern of abuse existed.
We believe this procedure would be greatly su
perior to either a "licensing” or "registration” system.
For under a licensing system, the IRS would have to
determine a tax return preparer’s qualifications, issue
licenses, and regulate the licensees; while under a
registration system a preparer would merely file his
name with the IRS to indicate his intention to engage
in the business.
Both the licensing and registration systems would
be cumbersome, expensive and, most importantly,
ineffective. A defect in both is that the IRS would
not automatically obtain information that would en
able it to check readily on the competence or honesty
of the return preparers. Furthermore, unless a licensee
or registrant could be legally prohibited from adver
tising his status, his possession of a license or regis
tration card might be regarded by the public as an
IRS endorsement of his competence and integrity.

I

you will not be left with the impression that
I minimizing the difficulty which Congress and
am
the IRS have in attempting to improve our tax system.
Congress has a tough job in reconciling many diverse
points of view in such a way as to arrive at a system
which is not only equitable but meets a multitude
of objectives.
The Internal Revenue Code represents the com
bined wisdom of three generations in the fields of
legislation, jurisprudence, accounting, and economics,
with a little bit of politics thrown in here and there.
Much of the Code has been shaped and reshaped by
experience, court decisions, and changing economic
and social conditions. It would be folly to throw it
all away and start to write a completely new and
fresh law.
Despite some defects, our tax system is the best
and most workable devised so far. But the appropri
ateness, equity and vitality of any tax system depend
on constant attention. Proven fiscal tools are not the
exclusive property of any administration or political
party. Neither are the problems. It is entirely appro
priate, therefore, that from time to time there should
be a thoroughgoing review of sections of the Code, as
there apparently will be during the present session
of the Congress.
I think we can face a major reconsideration of our
tax laws by the new Congress with equanimity. The
officials of the Treasury Department and the Internal
Revenue Service who will deal with this matter, the
staff of the Joint Committee on Internal Revenue
Taxation and the members of the Congressional tax
writing committees are all highly competent and
responsible persons.
Our Institute will continue its long-standing prac
tice of thorough study followed by objective testi
mony on proposals under consideration.
hope

